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Mexican telecommunications giant TELMEX has reached an agreement with its two principal
competitors in the long- distance market, thereby averting a possible messy battle before the World
Trade Organization (WTO). TELMEX had been involved in bitter fights with competitors Avantel
and Alestra over interconnection and other access fees since 1997, when the Mexican government
opened long-distance telephone service to competitors.
The dispute had international implications, since Avantel and Alestra are partially owned by
US companies. Avantel is a subsidiary of MCI WorldNet, while Alestra is affiliated with US
telecommunications giant AT&T. The disputes of Alestra and Avantel with TELMEX led the two
companies to seek US government restrictions on the operations of the two companies in the US
market. Despite the opposition, the US Federal Communications Commission (FCC) granted
TELMEX a permit to operate in the US market (see SourceMex, 1997-11-05, 1998-08-12).
At the urging of the US companies, the US government in early 2000 decided to bring the dispute
before the WTO (see SourceMex, 2000-04-12, 2000-08-02). But the Mexican government used a
procedural maneuver to delay formation of a WTO disputes resolutions panel in December (see
SourceMex, 2000-12-20). The maneuver was temporary, since the US had been expected to renew its
request for a panel in February.

Agreement could avert WTO fight
Rather than face a messy battle at the WTO, the Mexican government urged the three companies
to try to iron out their differences. Under the guidance of the Secretaria de Comunicaciones
y Transportes (SCT) and the telecommunications regulating agency (Comision Federal de
Telecomunicaciones, COFETEL), negotiators for the three companies initiated talks in December.
After weeks of negotiations, the three parties reached an accord, which was announced in early
January.
Under the accord, the three parties agreed to keep interconnection fees at US$0.0125 per minute, the
rate set by COFETEL to promote competition in the telecommunications market (see SourceMex,
2000-09-20, 2000-11-08). TELMEX had appealed the COFETEL ruling, saying its interconnection fee
of US$0.0326 per minute was needed to help the company meet its mandate to expand infrastructure
in Mexico.
Still, some analysts note that the new interconnection rate will ultimately have little impact on
TELMEX's bottom line because it represents only 5% of company revenues. In exchange for
lowering the interconnection rate to the rate set by COFETEL in October, Avantel and Alestra
agreed to pay TELMEX US$450 million in interconnection fees that had remained frozen because
of the disputes among the companies. Avantel and Alestra will pay US$175 million of the total
immediately and spread the remainder of the payments over the next three years.
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Roberto Mena, a columnist for the daily English-language newspaper The News, said the agreement
provides other major benefits, including a commitment from the three companies to work together
to improve quality of service and accessibility of trunk lines and to increase coordination in such
areas as Internet access. A key element of the accords, said Mena, is that TELMEX and its two
competitors agreed to cancel all pending legal actions against each other.
Fox administration credited for promoting accord Mena said President Vicente Fox Quesada's
administration placed a high priority on this accord, with Communications and Transportation
Secretary Pedro Cerisola and Finance Secretary Francisco Gil Diaz playing major behind-the-scenes
roles. Cerisola was once a member of the TELMEX strategic-planning team, while Gil Diaz is a
former chief executive at Avantel. "When the Fox administration took office on Dec. 1, getting the
telecommunications sector's complex legal entanglement resolved once and for all became a top
priority, both to benefit the consumer and to promote a more dynamic growth," said Mena.
The Fox administration also weighed the possibility of an adverse ruling by the WTO, which would
have affected TELMEX's ability to continue expanding into overseas markets. "You don't want the
WTO hanging over you while you're trying to break into new markets," said Orlando Castaneda, a
financial analyst at the New York office of Valores Finamex. Mena said the Fox administration also
promoted the agreement to avoid further confrontations with the US Trade Representative's office
(USTR).
The proposed US complaint before the WTO targeted the Mexican government, rather than
TELMEX. The US faulted the government for failing to adequately regulate TELMEX to promote
a more competitive telecommunications market. USTR officials did not have immediate comment
on the agreement between TELMEX and its two competitors. "We haven't had a chance to see the
details of the agreement," said Brendan Daly, a spokesman for US Trade Representative Charlene
Barshefsky. (Sources: The Dallas Morning News, Novedades, 12/28/00; Reuters, 12/27/00, 01/02/01;
El Economista, 01/02/01; Excelsior, 12/28/00, 01/02/01, 01/04/01; Reforma, 01/02/01, 01/03/01; The
News, 01/04/01; El Financiero, 12/28/00, 01/09/01)
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